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2 In the course of the realignment of exchange 
KEY ECONOMIC INDICATORS: GERMANY rates reached at the Smithsonian Conference 
on Dec 18, 1971. the DM was revaluated 
against the dollar. i.e., ome US dollar may 
vary between DM 3.2950 and DM 3.1500. 


or? 


ITEM 1969 1970 1971 Change 
A B C 1971/1970 


INCOME, PRODUCTION, EMPLOYMENT 





GNP at current prices (DM billion) 603.4 682.8 756.1 p/ +10.7 
GNP at constant 1962 prices (DM billion) 499.3 527.0 541.5 = 42.8 
Per capita GNP. current prices (DM) See ee ee ee 
Plant & Equipm. Investment (DM billion) 146.2 181.1 202.2 7 
Investment as % current GNP 24.2 26.6 ae 
Disposable Income (DM billion) 81.7 424.2 470. +10.9 
Savings as % disposable income 12.5 12.5 12.2 - 
Avg. Unemployment Rate (%) 0.9 0.7 0.9 +27.8 
Employment (1,000s) of wage and salary 
earners, industrial 8,291 8,598 8,549 -0.6 
GNP Price Deflator 3.8 rad 7.9 - 
Indices: (1962=100) indivi 
New Industrial Orders 180 188 19 127 
Industrial Production 148 157 160 +1.6 
Construction 128 139 139 +0. 2 
Retail Sales 152 170 182 2:2. 
Avg. Hourly Industrial Earnings 174 20 227 +13.6 
Labor Productivity 15 158 165 +h. 2 
Consumer Prices 119.5 124.0 130.4 1 oe 
Industrial Prices 101.5 107.5 112:5 +h.7 
MONEY 
Money Supply DM billion 99.4 108.2 A21.5 32.3 
Domestic Credit Outstanding DM billion 461.7 513.1 583.1 +13.6 
Domestic Public Debt Outstand. (DM billion) 31.5 33.6 35.3 1 
External Debt DM billion ie Low ew 0 
Interest Rate. Central Bank 6.0% 6.0% 4.0% - 
Interest Rate. Comm'l Bank med. -term(9/71) 9.6% 11.4% .6% - 
BALANCE OF PAYMENTS AND TRADE 
Gold & Foreign Exch. Reserves (DM billion) 26.4 49.0 59.3 121.0 
Bal. of Payments Surpl./Def. +/- DM bil. -18.7 +14.7 +10.0 - 
Balance of Trade (DM billion) +/- +15.6 +15.7 +15.9 - 
Foreign Trade: DM billion 211.6 234.9 256.1 +5.0 
Total Exports. FOB 113.6 125.3 136.0 +8.6 
To U.S. 10.6 a8 A3ok t14.9 
Total Imports. CIF 98.0 109.6 120.1 +9.6 
From U.S. in DM billion 10. ae. 12.4 +2.9% 
From U.S. in $ billion 2.6 3.3 3.5 = 
Total Imports from EEC (DM billion) 42.4 48.4 51.2 +15.7 


Main Imports from U.S. in $ million: 


Defense items. $544; Chemicals. $450; Machinery. $468; Aircraft (including motor vehicles), 
$283; Electrical equipment. $270; Edible fats and oils. $266. 


p/ - Preliminary. 





SUMMARY 


The German economy slowed markedly in the second half of 1971. 
Total demand pressures began to ease in response to a de- 
celerating rise in demand for investment goods and exports. 
Public and private consumption also slowed somewhat, as com- 
pared with the first half of 1971. For the year as a whole, 
real GNP rose by only 2.8 percent. Although capacity 
utilization declined markedly during the second half of the 
year, utilization levels in the preceding period had been 

so high that no dangerous degree of slack was apparent in 

the economy, and unemployment levels rose only moderately. 
Prices responded only slowly to slackening demand, however, 
and the cost-of-living index in February 1972 was 5.5 percent 
above the level of February 1971. Rises in wholesale and 
industrial prices responded more rapidly, beginning to decline 
in the summer of 1971. 


Although the cyclical downswing in the economy has continued 
into 1972 there is no apparent danger of a recession. The 
Federal Government has a number of measures on hand with which 
it can stimulate demand; business confidence appears to be 
increasing, and most forecasters expect recovery to be underway 
by the second half of the year. In fact, many analysts are 
concerned lest recovery take place too soon and endanger the 
Government's efforts to control inflation. Although US export 
sales to Germany have been dampened by the current downturn, 
the long-term prospects for US sales appear to be bright if 
recovery gets underway as expected in the second half, and the 
currency realignments of December 1971 should make many US 
products more competitive in the German market. 








CURRENT ECONOMIC SITUATION AND TRENDS 


The Current Picture. A pronounced slowdown in German business 
activity, often heralded prematurely during the last two years, 
made its appearance in the second half of 1971. During that 
period real GNP was only 1.5 percent above the last six months 
of 1970. Real GNP for 1971 as a whole was only 2.8 percent 
above 1970. Inflationary pressure, however, receded only slowly 
in 1971, as total demand decelerated. The rise in industrial 
and wholesale prices began to slow during the summer but in 
February both of these price indices still were 2.6 percent 
above February 1971. The cost-of-living index, however, has 
been rising at year-on-year rates above 5.5 percent since 
August of last year, and for 1971 as a whole the cost-of- 
living rose an average 5.2 percent over the 1970 level. The 
GNP price deflator for 1971 reached 7.7 percent, as opposed 

to 7.3 percent in 1970. 


Investment expenditure was the most noticeable element in the 
1971 downturn. Fixed investment which, in current prices, 
grew at a year-on-year rate of over 18 percent in the first 
half of 1971 was up only 6.4 percent in the second half. In 
constant prices, fixed investment actually fell 0.6 percent 
below the level of the second half of 1970. The growth of 
exports of goods and services slowed less dramatically, from 
11.5 percent in the first half to 6.3 percent in the second. 
(All growth rates given here are year-on-year rates.) The 
growth of private consumption also slowed during the year, 
from a rate of 11.9 percent in the first to 9.8 percent in 
the second half. Total public consumption grew more slowly 
in the second half of 1971 as well, 17 percent in the second 
versus 21.4 percent in the first half. Rapid increases in 
prices in the public sector actually reduced overall real 
public consumption to a growth rate of 3.6 percent in the 
second half. The unemployment rate eased upward during the 
second half, rising from 0.7 percent in July to 1.2 percent 
in December. 


Prospects for 1972. German forecasters predict real GNP will 
grow by between 1.5 and 3 percent in 1972, with unofficial 
estimates tending toward the lower end of that spectrum. These 
forecasts generally agree that little or no real growth will 
take place in the first half of the year, but that no real 
recession is likely either. For the second half a renewal of 
real growth is generally expected. Real growth in the first 
half will probably be held back by declining investment and 
slower growth of commodity exports. The most recent survey of 
investment intentions (Ifo Institute) showed that new real 


industrial investment in plant and equipment might decline by 
as much as 9 percent in 1972 (industrial production in 
February 1972 in the investment goods sector was almost 

4% percent under February 1971). In striking contrast to 

the months before the Mark was floated in May 1971 (when 
export orders were coming in at year-on-year growth rates 

of 12 percent and higher) new industrial export orders were 
below previous year levels during the October to January 
period. Private consumption continues to grow, but the 
growth rate has been reduced by slower growth of disposable 
income. The latter reflects slower growth in wages and 
salaries and fewer total hours worked in industry. 
Moreover, the savings rate, as a percent of disposable income, 
rose sharply in the second half of 1971--to 15 percent--and 
will cut further into private consumption expenditures in 
1972, if it continues at above average rates. 


Factors pointing to recovery in the second half include more 
stable foreign exchange markets, anticipated stimulation by 
the public sector and easier monetary policy. There have, 

in fact, been some indications that recovery may be getting 
underway earlier than expected. New domestic industrial orders 
in January/February averaged 5 percent over January/February 
1971, industrial order backlogs no longer declined in January, 
and export orders recovered strongly in February, although 
perhaps only temporarily. The unemployment rate also declined 
in March, and business pessimism--as measured by the attitude 
poll of the Ifo Research Institute--declined in both December 
and January. At this point these indicators are still 
tentative and by themselves are not conclusive evidence 

that the trough of the current business cycle has been reached, 
but if total demand has already begun to reaccelerate the 
resulting pressure could well endanger the ongoing effort to 
reduce the rate of inflation. Current forecasts predict the 
cost-of-living will increase by between 4.5 and 5 percent in 
1972, and forecasts for the GNP deflator renge between 5 and 6 
percent. It would probably be necessary to revise these 
estimates upwards if recovery is already underway. 


Fiscal and Monetary Policy. In response to the possibility of 
early recovery, the Government has announced that it does not 

now plan to activate all of the fiscal measures at its disposal 

in 1972. It does plan to repay some DM 5.9 billion of a previous 
income tax surcharge to taxpayers and has already repaid 

another DM 1 billion to social security beneficiaries. Bundesbank 
officials have also made it quite clear that, although the Bank 
acted to reduce the rediscount rate in February, that step was 
taken to halt the inflow of short-term capital rather than to 
stimulate the domestic economy. 








IMPLICATIONS FOR THE UNITED STATES 


Outlook for US Business. Slower economic activity in recent 
months has offset, to a certain degree, the short-term benefits 
of the devaluation of the dollar which might otherwise have 
accrued to US goods on sale in Germany. Longer-term prospects 
for US sales should be excellent, however, if the economy 
turns upward in the second half, as expected. The US dollar 
has now been devalued by a cumulative total of over 20 percent 
against the Deutsche Mark since 1969, and a range of US 
products should be more competitive in this market. US 
products will also have a more favorable position vis-a-vis 
third country competitors. 


A recent survey conducted by all Foreign Service posts in 
Germany--which covered approximately 90 percent of 1971 US 
exports--indicates that several categories of products should 
be significantly responsive to the currency realignment. These 
include: pumps, valves and compressors; chemical and plastic 
products; certain sporting goods; selected products in ship- 
building supplies and components area; paper and paper products; 
construction materials and equipment. 


The survey shows another category of goods which would have 
done well even without the realignment. These are basically 
high technology in character and are items where price is not 
the determining factor. Included are: business machines, 
aerospace equipment, electronic components, the high technology 
segment of electrical production equipment. 


A third category encompasses those products which should profit 
from the realignment but which are difficult to identify, because 
they have not yet entered the German market on a large scale. 
Some lines which were not competitive previously may have been 
brought into competitive range by the realignment. American 
exporters who tested the German market in the last year or two 
and found their products priced 15-20 percent too high to be 
competitive should give serious consideration to a re-test. In 
particular a wide range of American-made consumer goods (subject 
to such factors as styling, taste and electrical characteristics) 
fall within this category. As noted earlier, despite the 
economic downturn, consumer buying has held up well. 


Price, of course, is not the whole story. In many cases, importers, 
end users and trade associations who were interviewed in the 

survey were careful to point out that the competitive edge gained 
through realignment can be fully exploited only if attention is 





also given to performance in such non-price areas as advertising, 
distributor support, delivery dates, after-sales service, and 
aggressive marketing. Even in the sophisticated 1970's, 
American exporters as a group continue to be faulted for their 
failure to prepare sales literature in German. 


Specific Sales Opportunities. Market research for exhibitions 


at the US Trade Center in Frankfurt reveal excellent sales 
potential for pollution control equipment (samplers and analyzers, 
measuring instruments), advanced medical equipment (sophisticated 
electronic, nuclear ultrasonic and optoelectronic equipment for 
medical diagnosis and therapy), analog measuring and computing 
devices (sensors-transducers, amplifiers, recorders, operational 
amplifiers, and analog and hybrid computers.) 


Market studies conducted for German trade fairs indicate strong 
sales prospects for US printing equipment, controls and accessories 
and for advanced aerospace and avionics equipment. Taking advantage 
of the former are 39 manufacturers who will show new and improved 
products at the DRUPA '72 in Duesseldorf May 26-June 8, 1972. The 
Department of Commerce will again participate at the German Aviation 
Show at Hannover, April 21-May 1, 1972 with 21 exhibitors repre- 
senting 60 US firms. 


Agricultural Outlook. A strong 21 percent increase in grain production 
in 1971, coupled with an upward shift in administered and end- 
market prices for most crop and most livestock products, is expected 
to push net agricultural output 7 percent above the previous crop 
year. With a further outmigration of farm population, farm income 
could improve by more than 10 percent. Higher food costs at the 
consumer level reflect this upward price movement for farm prodvcts. 
End of January 1972 data compared with that of a year ago show a 

5.8 percent increase in food costs and the six month forecast is 

for still higher prices. While the supply of grains and oilseeds 
has increased, meat supplies are expected to be tighter in the 
months ahead. Both beef and pork production are moving downward 
from peak levels in 1971. Poultry output, while growing, still 
requires substantial imports to fill rising consumer demand. 


US agricultural sales to Germany last year reached the 770 million 
dollar level (declared value), a 10 percent growth from the previous 
1970 record. Oilseeds and meal continued to be the best opportunity, 
and accounted for about 44 percent of sales. Feedgrain, particularly 
corn,also increased sharply to 136 million dollars, 9.8 percent 

above 1970. Both products reflect the US response to the strong 

and growing demand for feed in Germany and illustrate the comparative 
advantage enjoyed by US producers. Smaller livestock numbers in 

1972 and higher EEC grain production may hold imports down this year. 











US tobacco sales also recovered after falling sharply in 1970. 
Even with higher taxes, the demand for quality US tobacco 

remains strong in the immediate future. With the newly negotiated 
tariff reductions for citrus fruits and dollar devaluation, sales 
of these and other products could improve during 1972. 


Green Week 1972 highlighted high protein products including 
soybeans and feeds. Consumer demand noted from the off-floor 


sales was exceptionally good for corn on the cob, popcorn, 
and orange juice. 
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